Governntenjl 
Publication* 


jEBBMM 

Ontario 


Ontario 
Energy 
Board 


ANNUAL  REPORT 
in 

Year  ending  December  31,  1974 


ANNUAL  REPORT 
/// 

Year  ending  December  31,  1974 


Ontario 


Ministry  of 
Energy 


416/965-4286 


Queen's  ParK 
Toronto  Ontario 


September,  1975 


TO  THE  HONOURABLE  PAULINE  M.  MC GIBBON 
Q.C. ,  B.A. ,  LLD. ,  D.U.  (OTT.) 

Lieutenant-Governor  of  the  Province  of  Ontario 


MAY  IT  PLEASE  YOUR  HONOUR: 

I  take  pleasure  in  submitting  the  Fifteenth  Annual 
Report  of  the  Ontario  Energy  Board  for  the  fiscal 
year  ending  December  31,  1974. 


Respectfully  submitted 


Dennis  R.  Timbrel 1 
Minister 


Ontario 


Ontario  416/965-6078  9th  Floor 

Energy  14  Carlton  Street 

Board  Toronto  Ontario 

M5B 1K5 


January  31,  1975 


Honourable  Dennis  R.  Timbrell 
Minister  of  Energy 

12th  Floor,  56  Wellesley  Street  West 
Toronto,  Ontario 


Dear  Mr.  Timbrell: 

I  have  the  honour  to  present  herewith  the  Annual 
Report  of  the  Ontario  Energy  Board  for  the 
calendar  year  1974. 

Respectfully  submitted, 
t 


A.  By.  Jackson 
Ch  a  airman 


FIFTEENTH  ANNUAL  REPORT 
OF  THE 
ONTARIO  ENERGY  BOARD 


YEAR  ENDING  DECEMBER  31,  1974 


CONTENTS 


INTRODUCTION 

COMPOSITION  OF  THE  BOARD 
FUNCTIONS  OF  THE  BOARD 
WORK  OF  THE  BOARD 
NATURAL  GAS 

Rates 

1.  The  Consumers*  Gas  Company 

2.  Union  Gas  Limited       ... 

3.  Northern  and  Central  Gas  Corporation 
Limited 

4«  Others 

Accounting  Orders 

Unitization 

Gas  Storage 

Pipe  Lines 

Expropriations 

Exemptions 

Franchises  and  Certificates 

ONTARIO  HYDRO 


Power  System  Expansion  Program  and 
Financial  Policies   ...       ... 

Bulk  Power  Rates  for  1975 


ENERGY  RETURNS  OFFICER 


Page 

1 
2 
3 
5 
7 

7 
8 

9 

10 
11 

12 
12 
13 
15 
16 
17 
17 

18 


19 

21 

23 


***x*****xx 


ONTARIO  ENERGY  BOARD 


1974  ANNUAL  REPORT 


INTRODUCTION 

The  work  of  the  Board  during  1974  was  con- 
siderably increased  over  preceding  years  as  a  result 
of  the  1973  amendments  to  The  Ontario  Energy  Board  Act 
and  the  continuing  problems  facing  the  energy  sector 
of  Ontario  industry.   The  issues  of  price  and  possible 
shortage  of  energy  again  were  central  to  most  proceedings. 

Under  the  1973  amendments,  and  in  compliance 
with  references  from  the  Minister  of  Energy,  the  initial 
reviews  of  rates  and  rate-related  matters  of  Ontario 
Hydro  ("Hydro")  were  undertaken.   The  first  reference 
was  in  respect  of  the  system  expansion  program  from  1977 
to  1932  and  the  financial  policies  and  objectives  of 
Hydro.   A  second  reference  related  to  the  bulk  power 
rates  to  be  charged  by  Hydro  during  1975.   These  matters 
are  discussed  in  more  detail  in  a  separate  section  of 
this  Report. 

The  comprehensive  reviews  of  the  rates  of 
the  three  major  gas  utilities  (The  Consumers'  Gas 
Company  ("Consumers'"),  Union  Gas  Limited  ("Union"), 
and  Northern  and  Central  Gas  Corporation  Limited 
("Northern  and  Central"))  undertaken  by  the  Board  in 
1973  continued  through  1974  and  will  continue  into  1975- 
As  part  of  these  reviews  the  Board  considered  several 
applications  for  interim  relief  as  a  result  of  the 
increasing  cost  of  gas  purchased  from  their  suppliers, 
principally  TransCanada  PipeLines  Limited  ("TransCanada" ) . 
The  major  reason  for  increases  in  TransCanada' s  rates 
is  higher  well-head  prices  in  Western  Canada.   Each 
increase  in  TransCanada' s  rates  results  in  a  minimum  of 
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three  hearings  for  the  Board.   Rate  hearings  are  discussed 
in  more  detail  in  a  separate  section  of  this  Report. 


I 


Gas  rates  and  Hydro  matters,  then,  were  the 
principal  concerns  of  the  Board  during  the  year.   Present 
indications  are  that  the  current  high  level  of  Board 
activity  will  continue  through  1975 • 

The  only  change  in  the  Board's  jurisdiction 
during  1974  resulted  from  an  amendment  to  Section  10(1) 
of  The  Municipal  Franchises  Act.   The  Board  now  has  the 
power  to  extend  the  term  of  a  transmission  or  distribu- 
tion franchise  that  has  expired  or  will  expire  within 
one  year  of  application.   Previously  such  power  was 
limited  to  distribution  franchises. 


COMPOSITION  OF  THE  BOARD 

During  the  year  Mr.  S.  W.  Clarkson  resigned 
as  Chairman  of  the  Board  to  become  Chairman  of  the  Civil 
Service  Commission.   The  new  Chairman  is  Mr.  A.  B.  Jackson, 
formerly  a  Vice-Chairman. 

The  Board  now  consists  of  seven  members, 
including  the  Chairman  and  a  Vice-Chairman.   They  are: 

A.  B.  JACKSON,  Q.C.,  Chairman 

I.  C.  MacNABB,  P.Eng.,  Vice-Chairman 

W.  D.  R.  ELDON,  Ph.D.,  Member 

W.  W.  STEVENSON,  Ph.D.,  Member 

S .  J .  WYCHOWANEC ,  Q . C . ,  Member 

*D.  M.  TREADGOLD,  Q.C.,  Member 

*J.  A.  W.  WHITEACRE,  Q.C.,  Member 


*  Part-time 
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The  principal  officers  of  the  Board  are:  - 

Director  of  Operations:  J.  C.  Butler 

Board  Secretary:  I.  C.  Fidler 

Board  Solicitor:  L.  Graholm 

Special  Projects  Officer:  D.  R.  Cochran 

Manager,  Engineering:  K.  J.  Slater 

Board  Engineer:  H.  Strozyk 

Manager,  Financial  Analysis:  0.  J.  Cook 
(Energy  Returns  Officer) 

Senior  Financial  Analyst:  A.  Meddows-Taylor 


FUNCTIONS  OF  THE  BOARD 

The  Ontario  Energy  Board  was  established  in 
I960  as  the  successor  to  the  Ontario  Fuel  Board,  with 
the  primary  duty  of  regulating  rates  for  the  trans- 
mission, storage,  distribution  and  sale  of  natural  gas 
in  the  Province,  and  with  certain  limited  additional 
duties  in  the  energy  field.   The  major  functions  of  the 
Board  are: 


a)   Under  The  Ontario  Energy  Board  Act 


Approving  or  fixing  rates  and  other  charges  for 
the  sale  of  gas  by  transmitters,  distributors 
and  storage  companies  and  for  the  tranrnsission, 
distribution  and  storage  of  gas. 

Ensuring  compliance  by  gas  companies  with  the 
Uniform  System  of  Accounts. 

Granting  leave  to  construct  pipe  lines  and 
stations. 

Granting  authority  to  expropriate  land  for  pipe 
lines  and  stations  and  authorizing  pipe  lines  to 
cross  highways,  utility  lines  or  ditches. 

Recommending  to  the  Lieutenant  Governor  in  Council 
the  creation  of  designated  gas  storage  areas  and 
authorizing  their  use. 
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Approving  gas  storage  agreements  and  allowing  a 
transmitter  or  distributor  to  use  the  empty  space 
of  a  storage  company. 

Unitizing  the  interests  in  gas  and  oil  spacing 
units  and  pools. 

Reporting  to  the  Lieutenant  Governor  in  Council, 
after  hearings,  on  applications  by  gas  companies 
to  sell  their  assets  or  amalgamate  with  other 
companies  and  on  applications  by  persons  to 
acquire  shares  of  a  gas  company  which  would 
result  in  a  holding  of  more  than  20$  of  such 
shares. 

Reporting  to  the  Lieutenant  Governor  in  Council 
on  energy  questions  referred  to  the  Board  under 
Section  37  of  the  Act. 

Examining  into  and  reporting  to  the  Minister  of 
Energy  on  Hydro  rates  and  rate-related  matters, 
pursuant  to  references  from  the  Minister. 

b)  Under  The  Municipal  Franchises  Act 

Approving  the  terms  of  a  proposed  by-law  granting 
a  franchise  to  supply  gas  to  a  municipal  corpora- 
tion or  distribute  gas  in  the  municipality,  and 
extending  the  term  of  such  franchise  or  of  a 
transmission  franchise. 

Granting  certificates  of  public  convenience  and 
necessity  to  construct  works  and  supply  gas  in 
municipalities. 

c)  Under  The  Petroleum  Resources  Act,  1971 

Reporting  to  the  Minister  of  Natural  Resources, 
pursuant  to  references  from  him,  on  certain 
applications  for  permits  and  licences. 

d)  Under  The  Public  Utilities  Act 

Controlling  gas  companies  that  contravene  municipal 
by-laws  prohibiting  the  distribution  and  sale  of 
gas  containing  sulphuretted  hydrogen. 

e)  Under  The  Assessment  Act 

Deciding  whether  certain  gas  pipe  lines  are 
transmission  lines  for  assessment  purposes. 
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WORK  OF  THE  BOARD 

As  has  been  indicated  in  the  Introduction, 
gas  rates  and  Hydro  matters  occupied  the  majority  of 
the  Board's  time  during  the  year. 

A  total  of  35  new  proceedings  were  commenced 
before  the  Board,  three  of  these  being  ministerial 
references  and  one  a  reference  from  the  Lieutenant 
Governor  in  Council.   Sixty-four  proceedings  were 
completed  during  the  year,  either  by  way  of  order  or 
report.   A  breakdown  of  these  is  as  follows: 

Under  The  Ontario  Energy  Board  Act 


Gas  Rates  and  other  charges  for  gas   • . • 
Leave  to  construct  transmission  pipe  lines 
Land  expropriations  for  pipe  lines 
Joining  of  Interests   ...     ... 

Designation  and  Authorization  . . . 
Miscellaneous  Orders   ...     ... 

References  by  Minister...     ... 


5 
6 

34 
1 
2 

4 


Under  The  Municipal  Franchises  Act 

Approval  of  gas  franchise  agreements  7 

Certificates  of  public  convenience  and  necessity  1 

64 


In  accordance  with  its  usual  practice,  the 
Board  held  its  hearings  at  locations  convenient  for 
applicants  and  interested  parties.   Forty-seven  hearings 
were  held  outside  Toronto:   at  Windsor,  London,  Kitchener, 
Sarnia,  Woodstock  and  Fort  Frances. 
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Proceedings  before  the  Board  are  open  to  the 

public  and,  subject  to  certain  limited  exceptions,  a 

public  hearing  is  held  before  any  order  or  report  is 
made. 

In  all  cases  where  an  application  is  opposed, 
and  in  other  cases  upon  request,  the  Board  issues  written 
reasons  for  decision.   The  Board's  orders  are  subject  to 
appeal  to  the  Court  of  Appeal  on  a  question  of  law  or 
jurisdiction  and  are  also  subject  to  review  by  the 
Lieutenant  Governor  in  Council. 

When  the  Board  acts  on  a  reference  from  the 
Lieutenant  Governor  in  Council,  the  Minister  of  Energy 
or  the  Minister  of  Natural  Resources,  it  must  in  most 
instances  hold  a  public  hearing  and  submit  a  report. 
In  addition  to  the  two  references  from  the  Minister  of 
Energy  concerning  Hydro,  the  Board  also  reported  on  two 
references  from  the  Minister  of  Natural  Resources.   One 
was  in  connection  with  an  application  by  Tecumseh  Gas 
Limited  for  a  permit  to  drill  wells  in  designated  gas 
storage  areas  to  improve  deliverability.   The  Board  held 
an  ex  parte  hearing  and  recommended  that  the  necessary 
permits  be  granted,  subject  to  whatever  conditions  the 
Ministry  deemed  appropriate.   The  other  was  in  connection 
with  an  application  by  Petrosar  Limited  for  permission 
to  inject  various  substances  into  storage  caverns  by 
means  of  five  wells  to  be  drilled  near  Sarnia.  After  a 
hearing  the  Board  reported  that  permission  be  granted, 
subject  to  conditions  set  out  in  the  report. 

Late  in  the  year  the  Lieutenant  Governor  in 
Council  by  O.C.  3100/74  required  the  Board,  pursuant  to 
section  37  of  The  Ontario  Energy  Board  Act,  to  examine 
and,  after  a  public  hearing,  report  on  various  aspects 
of  investments  or  expenditures  by  Ontario  gas  distributors 
to  secure  additional  future  supplies  of  gas  for  Ontario. 
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The  Board  requested  Ontario  gas  distributors  to  file 
their  submissions  by  the  end  of  January,  1975 ,   and 
expects  to  hold  the  hearing  in  the  spring. 

Two  exemption  orders  for  transmission  line 
construction  were  granted.   They  are  discussed  in  a 
separate  section  of  this  Report.   Hearings  are  not 
required  in  these  instances. 

Two  accounting  orders  were  issued.   They  are 
discussed  in  a  separate  section  later  in  this  Report. 
Hearings  are  also  not  required  for  these  matters. 

During  the  course  of  the  year  the  Board 
heard  its  first  application  under  Section  43  of  The 
Ontario  Energy  Board  Act,  which  provides  among  other 
things  for  pipe  line  crossings  of  highways.   The  Board 
authorized  Union  to  construct  a  transmission  line  under 
the  highways  of  Dawn  Township. 


NATURAL  GAS 

Rates 

As  mentioned  earlier,  major  rate  hearings  in 
respect  of  Consumers',  Union  and  Northern  and  Central 
continued  through  1974. 

The  vast  majority  of  gas  sold  by  the  major 
gas  utilities  is  purchased  from  TransCanada  whose 
source  of  supply  is  Western  Canada.   During  the  year 
the  National  Energy  Board  approved  two  increases  in 
TransCanada's  rates,  effective  September  1,  1974,  and 
November  1,  1974,  the  latter  being  of  major  proportion. 
These  increases  involved  the  Board  in  dealing  with 
applications  by  Consumers',  Union  and  Northern  and 
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Central  for  interim  orders  within  the  framework  of  their 
main  applications,  to  pass  on  the  rate  increases  charged 
to  each  of  them  by  TransCanada. 

1.   The  Consumers'  Gas  Company 

U  Reasons  for  decision  in  respect  of  Consumers* 
rate  base,  return  thereon  and  reasonable  return  (Phase  I) 
were  handed  down  on  July  9,  1974.   The  Board  determined 
that  the  rate  base  (roughly  equivalent  to  the  amount  of 
money  invested  in  the  utility  business  of  the  Company) 
for  the  test  year  ended  September  30,  1972,  was 
$429,354,401.   The  Board  also  determined  that,  for  the 
purpose  of  assessing  the  reasonableness  of  rates  to  be 
charged  in  future,  the  existing  rates  were  expected  to 
produce  a  rate  of  return  on  the  rate  base  of  9.0$, 
whereas  a  rate  of  return  of  9*35$  would  be  reasonable. 

The  rate  of  return  of  9.35$  that  the  Board 
found  to  be  reasonable  was  a  composite  of  the  rates 
allowed  on  the  various  capital  components,  as  follows: 


Long-term  debt  7.35$ 

Preference  shares        5.66$ 
Common  share  equity     124.. 00$ 

]__The  Board  explained  that  its  findings  meant 
that  it  would  be  appropriate  for  Consumers'  to  propose 
rate  revisions  that  would  increase  the  rate  of  return  on 
the  test-year  rate  base  from  9.0$  to  9.35$  and  the  Board 
estimated  that  to  achieve  this  increase  in  the  rate  of 
return  would  require  a  revenue  increase  of  $2,900,000  if 
applied  to  the  test  year.   The  Board  anticipated  that  the 
Applicant,  in  revising  its  rates  to  recover  the  additional 
revenues,  would  make  other  revisions  of  its  rate  structures, 
and  said  that  it  would  expect  the  Applicant  to  support 
its  proposals  with  cost  allocation  studies  and  other 
evidence. 
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Calculating  that  the  Company's  rate  of  return 
at  the  time  of  the  Phase  I  decision  was  no  more  than  what 
would  be  reasonable  at  that  time,  the  Board  confirmed  the 
interim  increases  of  2.30  and  7.00  per  Mcf  granted  to 
Consumers'  in  1973  to  enable  the  Company  to  recover 
increases  in  that  year  in  its  costs  of  gas  purchased 
from  TransCanada.  3 

A  third  interim  decision  was  brought  down  on 
September  30,  1974.   Consumers'  was  allowed  to  increase 
its  rates  to  all  its  customers  by  2.430  per  Mcf  on  a  non- 
refundable basis  to  enable  it  to  recover  the  September 
1974  TransCanada  increase  and  in  addition,  to  increase 
its  rates  to  all  except  large  volume  industrial  and 
commercial  customers  by  3*40  per  Mcf  on  a  refundable 
basis  to  enable  it  to  recover  the  previously  allowed 
$2,900,000.  ~J 

A  fourth  interim  decision  was  handed  down  on 
November  27,  1974.   Consumers'  was  allowed  to  increase 
its  rates  to  all  its  customers  by  24.110  per  Mcf  on  a 
non-refundable  basis  to  enable  it  to  recover  the  November 
1974  TransCanada  increase. 

The  Board  continues  to  hear  Phase  II  (rate 
design)  of  the  Consumers'  application. 


2.   Union  Gas  Limited 

The  Union  Phase  I  decision  (rate  base, 
reasonable  rate  of  return,  cost  of  service)  was  handed 
down  on  October  9,  1974.   The  rate  base  for  the  test 
year  ended  March  31,  1973,  was  found  to  be  $313,677,000 
and  the  reasonable  rate  of  return  on  rate  base  was  found 
to  be  9.6%.      This  latter  figure  was  determined  from  the 
overall  cost  of  the  various  components  of  capital,  as 
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follows: 

Long-term  debt  7.3% 

Preference  shares       5.0% 
Common  share  equity    14.0% 

Test  year  utility  revenue  was  found  to  be  $135,616,000, 
a  figure  deficient  from  cost  of  service  by  $10,573,000. 
As  there  was  a  revenue  deficiency  the  Board  confirmed 
the  interim  increases  of  3*250  and  7.00  per  Mcf  granted 
in  1973  to  enable  Union  to  recover  increases  in  that 
year  in  its  costs  of  gas  purchased  from  TransCanada  and 
Panhandle  Eastern  Pipeline  Company.   As  in  the  Consumers' 
case,  the  Board  added  that  Union's  application  for 
approval  of  new  rate  schedules  should  be  supported  by 
cost  allocation  studies  and  other  evidence. 

A  third  interim  decision  was  handed  down  on 
December  24,  1974.   Union  was  allowed  to  increase  its 
rates  effective  January  1,  1975,  on  a  basis  that  would 
produce  uniform  rates  in  its  two  rate  zones,  subject  to 
adjustment  to  reflect  the  rates  finally  ordered  in 
Phase  II.   These  interim  rates  permit  Union  to  recover 
the  revenue  deficiency  of  $10,573,000,  the  September  1974 
TransCanada  increase  amounting  to  2.50  per  Mcf,  the 
November  1974  TransCanada  increase  amounting  to  24.20  per 
Mcf  and  a  December  1974  Panhandle  increase  amounting  to 
3.510  per  Mcf  subject  to  exchange  adjustments. 

The  Board  continues  to  hear  Phase  II  (rate 
design)  of  the  Union  application. 


3«   Northern  and  Central  Gas  Corporation  Limited 

No  decision  as  to  rate  base  and  return  thereon 
has  yet  been  handed  down  in  Phase  I  of  the  Northern  and 
Central  application,  although  the  hearing  was  otherwise 
completed  on  December  13,  1974. 
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A  third  interim  decision  (two  were  brought 
down  in  1973)  was  handed  down  on  September  20,  1974 • 
The  Board  denied  Northern  and  Central's  application  for 
rate  increases  in  the  range  of  1.410  to  2.050  per  Mcf 
to  offset  the  September  1974  TransCanada  increase  as  the 
Applicant  was  not  able  to  show  to  the  satisfaction  of  the 
Board  that  it  would  sustain  substantial  harm  if  required 
to  bear  the  increased  cost  pending  disposition  of  the 
main  application. 

A  fourth  interim  decision  was  handed  down  on 
November  2$,  1974.   It  allowed  Northern  and  Central  to 
increase  its  rates  to  fixed  rate  customers  in  its  three 
rate  zones  respectively  by  22.630,  23.2^0  and  24.100  per 
Mcf  and  to  increase  the  range  limits  that  apply  to 
contract  customers  by  the  same  amounts,  all  on  a  refund- 
able basis,  to  enable  it  to  recover  the  November  1974 
TransCanada  increase.   The  increase  in  range  limits  were 
granted  solely  for  the  purposes  of  passing  on  the 
increased  costs,  and  not  to  provide  a  higher  range  of 
rates  for  purposes  of  renegotiating  existing  customer 
contracts. 


4.   Others 

In  December  the  Board  dealt  with  an  interim 
application  by  Inter-City  Gas  Limited  to  pass  on  increased 
gas  costs.   A  decision  was  not  reached  by  year's  end. 
The  main  application  will  be  dealt  with  in  the  spring  of 
1975. 

During  the  year  the  Board  also  dealt  with  a 
number  of  gas  rate  matters  of  less  importance  that  did 
not  involve  public  hearings.   In  the  latter  part  of  the 
year  the  Board  received  gas  rate  applications  from  some 
smaller  gas  utilities,  namely  The  Medina  Natural  Gas 
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Company  Limited,  Farmers'  Gas  Limited  and  Moffat  Lake 
Explorations  Inc.,  and  a  steam  rate  application  from 
Industrial  Steam  Limited.   These  will  also  be  dealt  with 
in  1975. 


Accounting  Orders 

-        ^ 


The  Phase  I  Consumers'  decision  of  July  9, 
1974,  resulted  in  two  applications  by  Consumers'  for 
accounting  orders.   Orders  were  issued  approving  of 
Consumers'  revised  depreciation  rates,  its  accounting 
treatment  of  joint-clamping  costs,  deferred  gas  costs 
and  extraordinary  plant  losses. 

On  December  31,  1974,  Union  filed  four 
applications  for  accounting  orders  to  reflect  the 
findings  contained  in  the  Board's  Reasons  for  Decision 
of  October  9,  1974. 


Unitization 

Union  submitted  an  application  to  the  Board 
to  join  the  various  interests  within  the  Coveny  Pool  in 
the  Township  of  Sombra,  County  of  Lambton,  for  purposes 
of  drilling  and  operating  wells,  designation  of  manage- 
ment and  apportioning  of  costs  and  benefits  of  such 
drilling  or  operation.   A  public  hearing  was  held  in 
Sarnia  on  September  19,  1974.   Evidence  submitted 
indicates  that  this  Pool  contains  an  estimated  recover- 
able volume  of  1.5  Bcf  of  gas,  none  of  which  has  been 
produced.   As  a  result  of  that  hearing  the  Board  issued 
an  order  unitizing  the  various  interests  within  the 
Pool. 
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An  application  received  in  1973  for  the 
unitization  of  the  Dawn  4-2$-3  Pool  in  the  Township  of 
Dawn,  County  of  Lambton,  was  heard  in  Sarnia  on 
September  13,  1974.   However,  to  date  the  Board  has 
not  rendered  its  decision.   Evidence  submitted  indicates 
that  this  Pool  contains  a  recoverable  volume  of 
approximately  0.2  Bcf  of  gas. 


Gas  Storage 

Union,  which  prior  to  application  operated 
six  designated  gas  storage  areas  with  a  total  working 
capacity  of  some  60  Bcf  at  original  discovery  pressures, 
applied  to  the  Board  for  regulations  to  designate  two 
additional  storage  areas:   the  Bentpath  Pool  in  Dawn 
Township,  and  the  Terminus  Pool  in  Sombra  Township, 
both  in  Lambton  County. 

In  each  of  these  proceedings  the  Board  found 
that  it  was  in  the  public  interest  that  additional 
storage  capacity  be  available  as  protection  against 
possible  future  curtailment  of  gas  supply  and  recommended 
to  the  Lieutenant  Governor  in  Council  that  regulations 
be  made  designating  these  areas  as  gas  storage  areas. 
Regulations  were  made  in  due  course  and  the  Board 
subsequently  issued  orders  authorizing  Union  to  inject 
gas  into,  store  gas  in  and  remove  gas  from  these 
designated  areas. 

Including  these  two  pools,  Union  has  a  total 
working  storage  capacity  of  approximately  72  Bcf. 

Union  also  applied  for  an  order  approving  a 
proposed  storage  agreement  between  it  and  Consumers'. 
Consumers'  needed  additional  gas  storage  facilities,  on 
a  short  term  basis,  as  a  consequence  of  predeliveries  by 
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TransCanada  of  volumes  of  gas  contracted  for  delivery- 
after  November  1,  1974. 

The  Board  granted  Union's  request  that  the 
application  be  decided  without  a  hearing  and  approved 
the  proposed  storage  agreement  with  respect  to  the 
parties,  term  and  storage. 

Finally,  Union  applied  to  the  Board  for 
approval  of  those  terms  and  conditions  of  an  agreement 
between  Union  and  Lowell  Gas  Company  ("Lowell")  relating 
to  gas  storage  service  which  Union  proposes  to  provide 
to  Lowell. 

Lowell  is  a  company  incorporated  in  the 
State  of  Massachusetts,  U.S.A.,  and  is  a  regulated  public 
utility  engaged  in  the  distribution  of  gas  in  Lowell, 
Massachusetts,  and  its  environs. 

It  was  stated  at  the  hearing  that  additional 
storage  would  be  of  considerable  value  to  Lowell  to 
enable  it  to  meet  winter  peak  requirements  of  its 
customers  and  that  Lowell  finds  it  difficult,  if  not 
impossible,  to  obtain  such  service  in  the  United  States. 
Union  has  excess  storage  in  its  Lambton  County  gas  stor- 
age pools  and  proposed  to  allocate  to  Lowell  3  3cf  of 
its  storage  capacity  for  a  primary  term  of  four  years 
commencing  March  31,  1975,  and  on  a  year  to  year  basis 
thereafter. 

By  decision  dated  December  23,  1974,  the 
Board  approved  the  proposed  storage  agreement  between 
Union  and  Lowell,  subject,  inter  alia,  after  March  1, 
1979,  to  respective  rights  of  first  and  second  refusal 
by  Ontario  distributors  and  TransCanada  of  the  capacity 
dedicated  to  Lowell. 
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Pipe  Lines 

E.B.O.  59  and  E.B.L.O.  152  (U9)    (two  orders 
of  the  Board  issued  in  1972,  one  being  an  order  varying 
an  order  granting  leave  to  construct  a  transmission  line 
in  the  County  of  Essex  and  the  other  an  associated 
expropriation  order)  were  appealed  in  1973  to  the 
Divisional  Court  and  to  the  Court  of  Appeal.   The  Court 
of  Appeal  decision  was  reported  as  Re  Union  Gas  Limited 
v.  Quaggiotto  et  al  (1974)  1  O.R.  (2d)  751,  Ul   D.L.R. 
(3d)  515.   This  case  holds  inter  alia  that  "general 
location"  in  Section  i+0  of  The  Ontario  Energy  Board  Act 
relates  to  a  general,  as  contrasted  with  a  specific, 
indication  of  the  route  to  be  followed  by  a  pipe  line. 
Tn  authorizing  expropriation  of  a  particular  parcel  of 
land  the  Board  is  free  to  deviate  from  the  delineated 
general  location  to  such  reasonable  extent  as  in  the 
Board's  discretion  may  be  necessary  or  desirable  having 
regard  to  controlling  circumstances  which  may  arise  from 
time  to  time  as  the  project  proceeds.   The  deviation  in 
this  case  was  126  feet  to  the  other  side  of  a  26-foot 
utility  right-of-way  and  a  99-foot  railway  right-of-way. 

Four  apoli cations  were  received  for  orders 
granting  leave  to  construct  natural  gas  pipe  lines  and 
stations.  One   held  over  from  1973  was  also  dealt  with. 

An  application  by  Union  to  construct  21  miles 
of  12-inch  high-pressure  transmission  line  north  from  its 
Dawn-Trafalgar  26-  and  3^--inch  lines  and  west  of  Kitchener 
and  Waterloo  to  a  regulator  station  north  of  Waterloo  was 
dismissed  on  the  ground  that  the  route  chosen  was  not  the 
best.  The  Board  left  it  to  Union  to  investigate  a 
suggested  alternate  route  and  file  a  revised  application. 
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The  revised  application  suggested  a  line  some 
17.2  miles  long  located  for  the  most  part  on  Hydro  rights- 
of-way,  together  with  two  valve  stations  and  an  odourant 
injection  and  metering  station.   This  application  was 
granted. 

Leave  orders  were  also  granted  to  Union  to 
construct : 

a)  3^»2  miles  of  high-pressure  42-inch  looping  line 
from  the  Dawn  Compressor  station  to  the  Strathroy 
Gate  Station,  the  10.3-mile  portion  from  the  Dawn 
Compressor  Station  to  the  Enniskillen  Valve  Site 
being  authorized  for  immediate  construction  and 
the  balance  being  authorized  for  construction 
later,  when  shown  to  oe  economically  feasible; 
and 

b)  A  regulator  and  metering  station  in  the  town  of 
Essex  and  sections  of  U-   and  6-inch  pipe  line 
connecting  the  station  with  the  existing 
distribution  system, 

and  to  Northern  and  Central  to  construct  3<3.5  niiles  of 

high-pressure  10-inch  transmission  line  from  Walden, 

near  Sudbury,  west  to  Espanola,  a  related  measuring  and 

regulating  station,  and  5.5  miles  of  12-inch  line  from 

Nickel  Centre  to  Sudbury  to  loop  a  portion  of  an  existing 

line. 


Expropriations 

Thirty-four  expropriations  for  pipe  line 
easements  and  other  pipe  line  property  requirements  were 
authorized  during  the  year.   The  Board  holds  these 
expropriation  hearings  in  the  local  areas  to  encourage 
the  presentation  to  the  Board  of  all  facts  of  concern  to 
the  landowner.   Twenty  nine  of  these  were  authorized 
(including  three  that  were  authorized  in  part)  for  the 
first  phase  of  the  Dawn-Trafalgar  i+2-inch  loop  line. 
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The  other  five  expropriations  were  for  lands  necessary 
to  complete  the  construction  of  the  10-inch  Dominion 
Woodstock  line  for  which  leave  to  construct  was  granted 
in  1972. 

As  in  previous  years,  a  special  pipe  line 
inspector  acted  as  liaison  between  the  landowners  and 
pipe  line  companies  during  construction  and  clean-up 
periods  and  to  ensure  compliance  with  the  terms  and 
conditions  of  Board  orders  related  to  the  construction. 


Exemptions 

Two  exemption  orders  were  issued  by  the 
Board  for  transmission  line  construction  under  Section 
33(3)  of  The  Ontario  Energy  Board  Act. 

One  was  granted  to  Union  for  the  construction 
of  8  miles  of  8-inch  line  to  replace  an  existing  12-inch 
Dominion  line  in  the  Townships  of  Harwich  and  Howard, 
County  of  Kent.   The  existing  line  was  leaking  and  unfit 
for  use. 

The  other  exemption  was  granted  to  Dow 
Chemical  of  Canada  Limited  to  construct  a  3-inch 
benzine  line  from  its  plant  in  Sarnia  to  the  property 
of  Shell  Canada  Limited  in  the  Township  of  Moore, 
County  of  Lambton. 


Franchises  and  Certificates 

The  Board  approved  the  terms  and  conditions 

of  a  gas  distribution  franchise  of  Consumers'  for  the 

Town  of  Pelham  and  of  Union  for  Lambton  County  and  the 

renewal  of  Consumers'  franchise  for  the  Town  of  Richmond 
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Hill.   Consumers'  application  in  respect  of  the  Town  of 
Pelham  was  necessitated  by  the  creation  of  a  new  Town  of 
Pelham  under  The  Regional  Municipality  of  Niagara  Act, 
amalgamating  Pelham  Township,  part  of  Thorold  Township 
and  the  Village  of  Fonthill. 

In  the  northern  part  of  the  Province,  gas 
franchises  of  Northern  and  Central  were  approved  for 
four  areas  not  previously  served  with  gas:   the  Towns 
of  Espanola  and  Walden  and  the  Townships  of  Nairn  and 
Baldwin.   The  Board  issued  a  certificate  of  public  con- 
venience and  necessity  authorizing  the  laying  down  of 
mains  and  pipes  for  distribution  in  these  new  areas. 

The  earlier  indicated  amendment  to  The 
Municipal  Franchises  Act  led  to  one  application:   Union 
applied  to  extend  its  expired  transmission  franchise  for 
Dawn  Township.   The  Board  extended  the  franchise  by 
interim  order  without  a  hearing  and  the  application  will 
be  heard  in  1975. 


ONTARIO  HYDRO 

.  During  1974,  two  hearings  were  conducted  into 
matters  relating  to  Hydro.   The  first  of  these  resulted 
from  a  reference  from  the  Minister  of  Energy  dated 
November  5,  1973,  under  Section  37a  of  The  Ontario  Energy 
Board  Act,  requiring  an  investigation,  examination  and 
report  on: 

a)  The  policies  and  practices  respecting  expansion 
of  the  Hydro  power  system,  including  the 
Generation  Development  Program  for  the  period 
1977  to  19&2,  which  was  approved  in  principle 
by  the  government  of  Ontario  in  June,  1973 
subject  to  review;   and 

b)  The  financial  policies  of  Hydro,  together  with 
financial  objectives. 
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The  second  hearing  resulted  from  a  reference 
from  the  Minister  of  Energy  dated  Kay  1,  1974,  again 
under  Section  37a,  requiring  an  investigation,  examina- 
tion and  report  on  a  proposal  by  Hydro  to  change  its 
bulk  power  rates  and  charges  effective  January  1,  1975. 


Power  Svstem  Expansion  Program  and  Financial  Policies 

Tnis  hearing  was  neld  in  two  phases.   Tne 
first  phase,  dealing  with  power  system  expansion, 
commenced  on  January  21,  1974,  and  included  a  review  for 
trie  period  1977-1932  of: 

a)  The  load  forecast; 

b)  Planning  the  new  generation  and  ouIk 
transmission  facilities;   and 

c)  The  program  for  new  generation  and  bulk 
transmission. 

The  second  phase,  dealing  with  financial 
policies  and  objectives,  commenced  on  April  1,  1974.   A 
total  of  53  hearing  days  were  required  for  the  two  phases 
and  the  hearing  concluded  on  June  3,  1974. 

The  system  expansion  program  under  review 
included  the  construction  of  10,500  megawatts  of  new 
generating  capacity,  botn  nuclear  and  fossil-fired,  as 
well  as  three  new  heavy  water  plants.   In  addition  to 
these,  which  were  estimated  to  cost  $7,439  million, 
associated  expansion  of  bulk  transmission  facilities 
was  estimated  to  cost  a  further  31,233  million,  both 
figures  representing  current,  or  escalated  dollars. 

Financial  policies  and  objectives  examined 
by   the  Board  pertained  to  the  financing  of  capital 
requirements  estimated  by  Hydro  at  $30,943  million  in 
escalated  dollars  for  the  period  1974  to  1936.   The 
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average  annual  increase  in  capital  fund  requirements  over 
the  period  is  approximately  13^»   Hydro  witnesses  testified 
that  tney  expected  to  borrow  in  the  capital  markets  some- 
thin?;  over  7CKo  of  the  total  cost  of  providing  future 
facilities  and  to  raise  the  balance  of  the  capital  required 
internally,  that  is,  from  current  rates. 

In  carrying  out  its  investigation  and  examina- 
tion, the  Board  was  assisted  by  a  small  group  of  staff 
memoers  and  consultants  and  by  Board  counsel.   The  Board 
received  submissions  from  tne  Ontario  Municipal  Electric 
Association,  The  Consumers'  Gas  Company,  Niagara  Basic 
Power  Users  Committee,  Pollution  Probe,  Sierra  Club, 
Carl  T.  Rose  and  C.  K.  Kalevar.   Several  of  these  inter- 
veners added  to  the  hearing  orocess  by  presenting 
evidence  and  argument  and  by  conducting  cross-examination. 

The  Board  made  an  interim  report  to  the 
Minister  on  May  22,  1974,  to  assist  the  Government  in 
deciding  where  specific  authorization  might  be  given  to 
Hydro  to  proceed  with  the  construction  of  facilities. 

A  final  report  dated  August  26,  1974,  made 
various  proposals  to  the  Minister,  the  more  important  of 
which  included: 

a)  reducing  Hydro's  reserve  capacity  requirements; 

b)  reviewing  generation  reserve  capacity  require- 
ments including  a  study  of  whether  customers 
will  accent  some  reduction  in  the  quality  of 
service  provided  by  Hydro; 

c)  intensifying  efforts  to  ensure  a  secure  supply 
of  fuels  for  Hydro's  generating  stations  and 
re-examining  its  schedule  for  constructing 
neavy  water  plants; 

d)  proceeding  as  planned  with  the  construction  of 
the  Pickering  nuclear  station  expansion  and  the 
'.Vesleyville  oil-fired  station  and  with  two  of 
the  three  proposed  heavy  water  plants.   Approval 
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was  also  recommended  for  expansion  at  the  Bruce 
nuclear  station,  but  it  was  suggested  that  the 
Minister  consider  a  deferral  of  the  in-service 
dates  of  some  units; 

e)  publicly  reviewing  Hydro's  long-range  expansion 
plans ; 

f)  consideration  of  the  need  for  Hydro's  financial 
policies  to  give  adequate  weight  to  the  protection 
of  the  provincial  credit  and  to  the  economic 
consequences  of  the  possible  under-pricing  of 
electricity;   and 

g)  establishing  a  level  of  retained  earnings  on  a 
reasonably  firm  and  continuing  basis,  namely 

a  return  on   year-end  equity  somewhat  greater 
than  the  embedded  cost  of  long-term  debt. 


Bulk  Power  Rates  for  1975 


The  subject  matter  of  this  hearing  was  Hydro's 
bulk  power  or  wholesale  rates  charged  the  353  municipal 
electric  utilities  in  Ontario  and  the  90-odd  industrial 
customers  served  directly  by  Hydro  having  average  annual 
power  demands  of  5,000  kilowatts  or  more.   Proposed  rate 
changes  would  have  provided  Hydro  with  additional  1975 
revenues  of  about  $115  million  through  increases  averag- 
ing 15$  to  municipal  utilities  and  l&fo   to  direct  industrial 
customers. 

The  hearing  commenced  on  June  10,  1974,  and 
concluded  on  August  14,  1974.   Besides  some  of  the  parties 
who  intervened  at  the  hearing  resulting  from  the  first 
reference,  two  public  interest  groups  and  five  municipal 
electric  utilities  actively  participated  in  this  hearing. 
Nine  other  intervenors  submitted  briefs. 

Various  issues  associated  with  Hydro's  rates 
and  charges  were  strongly  contested.   These  included: 

a)   Hydro's  proposal  to  smooth  requirements  year  by 
year; 
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b)  The  recovery  of  previous  deficits  attributed  to 
directly  served  industrial  customers; 

c)  The  level  of  the  annual  provision  for  retained 
earnings  and  the  method  of  financing  new 
facilities; 

d)  Hydro's  fuel  cost  forecasts  and  export  sale 
forecasts; 

e)  The  relationship  between  the  demand  and  energy 
components  of  the  bulk  power  rates; 

f)  The  allocation  of  demand  costs  to  the  various 
customer  classes; 

g)  Rates  and  service  conditions  for  interrupt ible 
power;   and 

h)   The  concept  of  allowing  a  return  on  customer* s 
equity  in  the  Hydro  system. 

In  its  report  to  the  Minister  of  Energy 
dated  August  30,  1974,  the  Board  expressed  its  general 
satisfaction  with  Hydro's  rate  proposals.   However,  on 
certain  matters  of  judgment  inherent  in  any  projection 
of  costs  and  construction  of  consequent  rates,  the 
Board  proposed  that  judgments  different  from  Hydro's 
should  be  applied.   The  most  notable  of  these  proposals 
were  that: 

a)  while  satisfactory  in  concept,  revenue  smoothing 
should  be  deferred  until  1976  and  1975  rates 
should  be  based  solely  on  projected  1975  costs; 

b)  the  level  of  the  annual  provision  for  a  return 
on  year-end  equity  should  be  determined  in 
accordance  with  a  firmer  standard  than  that 
proposed  by  Hydro;   and 

c)  the  energy  component  of  Hydro's  proposed  bulk 
power  rate  should  be  higher;   the  Board  recommended 

an  energy  charge  of  4.5  mills  per  kilowatt-hour  instead 
of  the  proposed  4  mills. 

In  addition  to  the  foregoing,  the  Board  made 
a  number  of  other  proposals  affecting  the  determination 
of  rates  for  1975  and  also  proposed  that  various  matters 
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related  to  the  bulk  power  rates  be  the  subjects  of 
further  study.   These  matters  included  depreciation 
policy,  the  relationship  between  demand  and  energy 
cost  components,  the  allocation  of  demand  costs, 
interruptible  rates  and  the  recovery  of  deficits  from 
direct  industrial  customers. 

The  net  effect  of  the  Board's  proposals  was 
a  reduction  in  the  average  rate  increases  to  municipal 
utilities  and  direct  customers  from  15*3$  and  16.0$ 
respectively  to  12.7$  and  14.5$  respectively. 

The  legislation  does  not  make  the  Board's 
proposals  binding  on  Hydro.   However,  with  some 
relatively  minor  qualifications,  the  Board's  proposals 
were  in  fact  accepted. 


ENERGY  RETURNS  OFFICER 

The  Energy  Returns  Officer  has  a  special 
status  in  the  organization  of  the  Board,  the  position 
and  the  powers  and  duties  associated  therewith  being 
provided  for  in  Part  III  of  The  Ontario  Energy  Board 
Act. 

This  officer  has  statutory  powers  to 
obtain  from  gas  companies  information,  documents  and 
records  related  to  their  gas  businesses,  and  such 
information,  documents  and  records  are  confidential  in 
his  hands  unless  introduced  into  evidence  at  a  hearing. 
It  is  his  duty  to  notify  the  Board  of  all  matters  he 
thinks  relevant  to  Board  proceedings  or  possible  future 
Board  proceedings.   He  is  the  Board's  chief  financial 
analyst  and  among  other  things  advises  the  Board  in 
respect  of  compliance  by  gas  companies  with  the  Uniform 
System  of  Accounts. 
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Aside  from  the  audit  function  in  respect  of 
gas  utilities,  the  rate  hearings  for  the  three  major 
gas  utilities  and  the  hearings  on  references  in  respect 
of  Ontario  Hydro  occupied  most  of  the  time  of  the  Energy 
Returns  Officer  and  his  staff.   They  were  involved  in 
gathering  financial  information,  evaluating  evidence, 
preparing  written  interrogatories  and  assisting  Board 
counsel  with  cross-examination  and  argument. 

At  various  times  throughout  the  year  experts 
retained  by  the  Board  to  prepare  reports  or  present 
evidence  assisted  the  Energy  Returns  Officer  and  his 
staff. 

During  the  year  W.  P.  Armes,  who  had  been 
Energy  Returns  Officer  since  the  inception  of  the  Board 
in  I960,  resigned  and  was  replaced  by  0.  J.  Cook. 
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